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About the Cover:.

The headworks at the East Bank Sewage Treatment
Plant was recently renovated with major structural
rehabilitation and new mechanical components at a
cost of $5.9 million. The headworks, the first step in the
treatment process, removes large solids and grit from
raw sewage and transports the effluent to the biological
treatment processes. The improvements are part of the
Sewerage and Water Board’s overall program to up-
grade the sewage treatment plants on both sides of the
river.



MISSION STATEMENT

- To be one of the best and most respected suppliers of sewer, water, and drainage
services in the south-central United States by providing quality, reliable, and cost
effective services to our Customers while maintaining fair and ethical treatment of our
well-trained and highly motivated employees.

OUR VALUES

Open, honest communication
" Trust and respect for each other
Offering and encouraging education and opportunity to employees

Fostering en thusiasm among employees through example of the
managers/supervisors ‘

Providing direction and planning and ehcouragfng
interdepartmental tearmm work

Assuring reliability in providing services to customers

KEY RESULT AREAS

Customer Satisfaction
Cost Effectiveness
Employee Satisfaction

Capabilities Improvement through Training
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B “RE-BUILDING THE CITY'S WATER SYSTEMS FOR THE 21st CENTURY"

Sewera ge & Water Board OF NEW ORLEANS

625 ST. JOSEFPH STREET

C. RAY NAGIN, President April 1 1 2003  NEW ORLEANS, LA., 70165 . 585-2000
HENRY A. DILLON, JR., President Pro-Tem www. swhnola.org

TO: THE HONORABLE PRESIDENT AND MEMBERS OF THE
SEWERAGE AND WATER BOARD OF NEW ORLEANS

We are pleased to present the Comprehensive Annual Financial Report of the Sewerage and

Water Board of New Orleans for the year ended December 31, 2002. Responsibility for both the

- accuracy of the data and the completeness and fairness of the presentation, including all disclosures,

rest solely with the Sewerage and Water Board. It is our belief that the data, as presented, 1s accurate

in all material aspects and is presented in a manner designed to fairly set forth the financial position,

results of operations, and cash flows of the Board's Enterprise and Pension Trust Funds. All

disclosures necessary to enable the reader to gain an understanding of the Sewerage and Water
Board's financial activities have been included.

The Comprehensive Annual Financial Report is presented n four {(4) major sections:
Introductory, Financial, Statistical and Supplemental. The Introductory Section includes the
transmittal letter and listings of the officers, members and committees of the Board of Directors. This
section also includes the Board's organizational chart and a reproduction of the 2001 Certificate of
Achievement for Excellence in Financial Reporting awarded by the Government Finance Officers
Association. The Financial Section includes the independent auditors' report, along with the basic
financial statements, required supplementary information, the accompanying notes, and other
supplementary information. The combined and individual fund statements for the Enterprise and
Pension Trust Funds are included, Required supplementary includes management’s discussion and
analysis and a schedule of pension funding progress and contributions. The Statistical Section
includes selected financial and demographic information, generally in a multi-year presentation.
Additional information relative to the Sewerage and Water Board's operations is included mn a
Supplemental Section.

The Sewerage and Water Board meets the criteria for classification as an "other stand-alone
government” as described in Governmental Accounting Standards Board Statement No. 14. The
reporting entity includes the Enterprise Fund and the Pension Trust Fund. The Enterprise Fund is
composed of three (3) independent systems: Water, Sewerage and Drainage. The Board adopted
Governmental Accounting Standard Board Statement No. 34 — Basic Financial Statements — and
Management’s Discussion and Analysis — for State and Local Government in 2002. The effects of
adopting this new standard are included in its financial statements.

Sewerage and Water Board of New Orleans is a political subdivision created in 1899 by
Louisiana State Statutes. The Board is charged with construction, operation, and maintenance of
Water, Sewerage and Drainage Systems for the City of New Orleans. By agreement, approximately
2,550 acres of adjoining Jefferson Parish is served by the Board's drainage facilities for winch
Jefferson Parish pays its pro rata share of expenses. In addition, the Board provides sewerage
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services to Jefferson Parish businesses, the majority of which are restaurants located in the West End
neighborhood near the Lakefront. Additionally, the Board provides water and sewerage services to
the Plaquemines Parish Industrial Park. The Sewerage and Water Board was established as a “special
board" operating independently of city government. The Mayor of New Orleans serves as the
- President of the Board of Directors which is composed of three (3) representatives of the City
Council, two (2) representatives of the Board of Liquidation, City Debt and seven (7) appointees as

designated by the State statutes.

' ECONOMIC CONDITION AND OUTLOOK

The Board's service area includes the Civil Parish of Orleans in the state of Louisiana and
covers 364 square miles. Based on the 2000 census, the population of Orleans Parish was 484,674.
‘Major industries include tourism, oil and gas, transportation, health and other services, such as legal,

education and entertainment.

According to the January 2003 issue of the Metropolitan Report, Economic Indicators for the
New Orleans Area (UNQO Report), published by the Division of Business and Economic Research,
University of New Orleans, the New Orleans metropolitan area experienced a net loss of 3,650 jobs in
the third quarter of 2002 as compared to the third quarter of 2001, a decrease of 0.6%. Almost every
major industrial sector lost jobs during this period.

The price of oil was up almost 10% in the third quarter of 2002, compared to the third quarter of
~ 2001. In contrast, the price of natural gas fell 5.9%. The Louisiana rig count was mgmﬁca.ntly lower
over the four quarters and production of oil and natural gas was down slightly. Employment in
Louisiana in both chemical manufacturing and petroleum refining was down during the same time.

Tourist activity in the third quarter of 2002 was mixed as compared to the third quarter of 2001. In
analyzing tourism measures for this period, it is important to recall that the significant negative
impact of the September 11" disaster began in the third quarter of 2001. Employment in the tourism
sector has suffered over the past year, but has slowly been recovering.

Convention bookings in the third quarter of 2002 posted a loss of 6.7% compared to the same quarter
in 2001. The number of attendees fell by 23,900 to 331,700 in the third quarter of 2002 from 355,600

attendees in the same quarter in 2001.

Total gaming revenues includes riverboat casino revenue and Harrah's casino revenue. From the third
quarter of 2001 to the third quarter of 2002, this figure grew 2.1% to $136.1 million. Harrah’s Casino

was the force behind this growth.

The value of construction contracts awarded in the third quarter of 2002 was substantially higher than
the value in the third quarter of 2001. The overall increase was led by residential contracts awarded;
this indicator surged 72.6% or $77.7 million to $184.7 million. In the third quarter of 2002, housing

starts were up a sizeable 82.9% compared to the third quarter of 2001.

MAJOR INITIATIVES

For the year: The Board budgeied approximately $207 million for capital improvements in
2002. Highlights of this program included:



Water:

Sewerage:

The Board awarded a contract and began the data collection process of developing a
water distribution system hydraulic model. The model will predict capital
requirements in the distribution system. Work continues on the master planning for
advanced water treatment for both the Algiers and Carrollton Water Purification
Plants. Continued program of rehabilitation of water filters.

Work continues on the $593.1 million city-wide sewer rehabilitation program. The
Sewerage and Water Board of New Orleans (S&WB) has undertaken a multi-year
program, the Sewer System Evaluation and Rehabilitation Program (SSERP), to
identify and address structural and mechanical deficiencies in the wastewater
collection system and to ensure that the system has adequate capacity. These
improvements, currently estimated at $593.1 million, are required to comply with
Section XV-Clean Water Act Remedial Measures: Comprehensive Collection System
Remedial Program of the Consent Decree between the S&WB, the City of New
Orleans, the State of Louisiana, plaintiff intervenors, and the United States of
America, entered 1nto in June 1998. Eighty-four million dollars has been expended
to date for evaluation & repairs. Sewer system basins are divided into 10 basins for
study, design and construction. Through December 31, 2002, the Board has
inspected 4.8 million feet of sanmitary sewer lines, rehabilitated more than 253,800
feet of sewer lines, inspected 17,800 sewer manholes and repaired or renovated 2,470
manholes. Work continues on the major renovations at the East Bank Waste Water

Treatment Plant.

Congress approved federal grant funding for 2002, the sixth in anticipated series of grants
from the Environmental Protection Agency (EPA) for planning, design, construction, and
rehabilitation of the sanitary sewer system. This grant award was $2,000, 000 and must be
matched by approximately $1,636,364 of Board funds.

Drainage:

The expansion of Drainage Pumping Station #1 work is approximately 100%
complete. Other Southeast Louisiana Flood Control Projects, 75% funded by the
Corps of Engineers are complete as follows: The Napoleon Avenue Canal is 99%
complete and on schedule, The South Claitborne Avenue (Nashville Avenue to Jena
Street) Canal is 100% complete, and the South Claiborne Avenue (Jena Street to
Louisiana Avenue) work is 76% complete. The Dwyer Road Drainage Pump Station
is 45% complete, and the Dwyer Road Discharge Tubes and Qutfall Canal are 52%
complete. The Hollygrove #1 Railroad Right-of-Way Canal from Monticello to
Eagle Streets 1s 63% complete, and the Hollygrove # 2 Canal between Forshey and
Dublin Streets is 68% complete. The Pritchard Street Dramage Pump Station is 73%
complete and on schedule. |

A five (5) year capital program budget of $1,196,903,000 was approved by the Sewerage and
Water Board in December 2002. The approved amount for Drainage projects was
$515,738,000, of that amount $291,437,000 is participation by others. |

FINANCIAL INFORMATION

Management of the Sewerage and Water Board is responsible for designing and maintaining
internal control sufficient to safeguard the Board's assets against loss, theft or misuse and to ensure
the reliability of financial records for preparing financial statements in conformity with generally
accepted accounting principles. The internal control is designed to provide reasonable, but not
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absolute assurance that these goals are met. The concept of reasonable assurance recognizes that: (1)
the cost of internal control should not exceed the benefits to be derived and (2) the valuation of costs
and benefits required the exercise of judgment by management,

- The Enterprise Fund's Water and Sewerage Systems are financed by user fees. The unique
characteristics of the services provided by the Drainage System of New Orleans requires the use of
Enterprise Fund accounting in order to obtain a meaningful measure of the cost of providing the
services and capital maintenance. Revenues for the Drainage System are financed by property taxes.
Revenues from the three- (3) null, six- (6) mill and nine- (9) mill ad valorem taxes, which are
restricted exclusively for drainage services, finance the Drainage System. These ad valorem taxes
provide the major revenues of the drainage system.

Budgetary Control: The Sewerage and Water Board maintains an internal budgetary
control through the preparation and monitoring of an annual operating and capital budget for the
Water, Sewerage and Drainage Funds. Monthly budget reports are provided to department level
managers to assist them in their fiscal responsibilities. |

General Operations: There was a 5.0% increase in total system operating revenues from
2001 to 2002 primarily due to a full year of sewer rate increases and a partial year of water rate
increases. Operating expenses decreased by 2.8% primarily due to the reduction in consulting fees
in 2002 related to a privatization request for proposals, reduction in claims expense and the

reduction in natural gas and electricity costs.

Pensmn Trust Fund Operations: The contributions to the Pension Trust Funds are based
on annual actuarial valuations. |

Debt Administration: The Board of Liquidation, City Debt has responsibility for the
administration of the Board's debt. Drainage debt services payments are supported by ad valorem tax
collections, while user fees are used to provide debt services for the Water and Sewerage System
bonds. The Sewerage and Water Boards bonds ﬁutstandlng as of December 31, 2002 totaled

$259 235,000,

Cash Management:  Cash temporarily idle in the Enterprise Fund during the year was
invested in commercial bank certificates of deposit, repurchase agreements, and U. S. Treasury Bills.
Effective January 1998, investments were recorded at fair value. Investment income on these idle

funds was $3,252,629.

Risk Management: The Sewerage and Water Board uses both insured and retained risk
programs to manage €xposures to loss. The Board administers self-insured programs for property and

automobile liability exposures. Also, retained risk programs for general liability and workers’
compensation losses and claims are administered by the Board. Improved claims management and

administration have facilitated more timely and better decision making on a case-by-case basis. The
updating of risk management procedures and information systems is ongoing with the objective of

improving loss control efforts and risk assessment capabilities.

Further analysis of the Board’s financial position and operations are provided in the
~ Management’s Discussion and Analysis Section of the financial report beginning at page II-3 of this
report.

Other Information: State Statutes and covenants governing outstanding bond 1ssues
require an annual audit of the Board's financial records by independent certified public accountants.
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The accounting firms of Postlethwaite & Netterville and Bruno & Tervalon were selected by the
Board to perform this audit. . The independent auditors’ report on the basic financial statements is
included in the Financial Section of the report.

The Government Finance Officers Association of the United States and Canada (GFOA)
awarded a Certificate of Achievement for Excellence in Financial Reporting to the Sewerage and
Water Board of New Orleans for its Comprehensive Annual Financial Report for the fiscal year ended
December 31, 2001. The Certificate of Achievement is a prestigious national award-recognizing
conformance with the highest standards for preparation of state and local government financial

reports.

In order to be awarded a Certificate of Achievement, a government unit must publish an
casily readable and efficiently organized comprehensive annual financial report whose contents
- conform to program standards.. Such CAFR must satisfy both accounting principles generally

accepted in the United States and applicable legal requirements.

A Certificate of Achievement is valid for a period of one (1) year only. The Sewerage and
- Water Board of New Orleans has received a Certificate of Achievement for the last twenty (20) vears.
We believe our current report continues to conform to the Certification of Achievement Program

requirements and we are submitting it to GFOA. |

For the fiscal year 2002, the Board has implemented GASB 33, Accounting and Financial Reporting
for Nonexchange Transactions, and GASB 34, Basic Financia! Statements and Management's
Discussion and Analysis for State and Local Governments. Management’s Discussion and Analysis
is included in the financial section of this report. o

Acknowledgments:  The Comprehensive Annual Financial Report was prepared by the
dedicated staff of the Board's Management Services Administration, particularly the Accounting and

Printing Departments.

We also wish to thank the members of the Board for their interest and support in our efforts
to achieve greater fiscal efficiency and accountability. |

Yours very truly,

Harold J. ¢horman Ethel H. Williams
Executive Director Utility Financial Administrator
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Certificate of
Achievement

for Excellence
in Financial
Reporting

Presented to

Sewerage and Water Board
of New Orleans, Louisiana

For its Comprehensive Annual

Financial Report |
for the Fiscal Year Ended
December 31, 2001

A Certificate of Achievement for Excellence in Financial

Reporting is presented by the Government Finance Officers
Association of the United States and Canada to

government units and public employee retirement
systems whose comprehensive annual financial
reports (CAFRs) achieve the highest
standards in government accounting
and financial reporting.

UL e

President

G

Executive Director
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MEMBERS OF | |
SEWERAGE AND WATER BOARD OF NEW ORLEANS

December 31, 2002
C.RAYNAGIN oo e v Mayor
EDDIEL_._SAPIR ......... ............. Counqilmember-at*L.arge
OLIVER M. THOMAS ....... ..... Councilmember—at—urge
MARLIN N. GUSMAN D PP ... Councilman District D
SIDNEY H. EVANS, IR. ....cvoonernn.. e Member - Board of Liquidation, City Debt
NORMA E. GRACE ...ovooeeeeeoooe e . Member - Board of Liquidation, City Dei::t
PENELOPE RANDOLPH ...... e r———— ................ Councilmanic District A
WILLIAM F. Gi{ACE' 1) S e e : _Coﬁncilmanic Disuiﬁt B
TOMMIE A. VASSEL «.....oooeovoooooesoeooo oo, Councilmanc District C
GARY N. SOLOMON .............. .................. «..... Councilmanic District D
HENRY A. DILLON, JR. ...voooooooooooooooeoooeooooooo +++.. Councilmanic District E
BENJAMIN L. EDWARDS, SR N SR et At-Large Member
BARBARA.LA'MONTI ............................... ................... At-Large Member
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COMMITTEES
OF THE
SEWERAGE AND WATER BOARD
OF
NEW ORLEANS
December 31, 2002

EXECUTIVE COMMITTEE

HENRY A. DILLON, JR. - Chairperson

BENJAMIN L. EDWARDS. SR. OLIVER M. THOMAS
EDDIE L. SAPIR

FINANCE COMMITTEE

EDDIE L. SAPIR - Vice Chairperson
SIDNEY H. EVANS JR.

COMMITTEE ON SEWERAGE AND WATER
EDDIE L. SAPIR - Chairperson

HENRY A. DILLON, JR. BARBARA LAMONT
NORMA E. GRACE

DRAINAGE COMMITTEE
OLIVER THOMAS - Chairperson

BENJAMIN L. EDWARDS, SR. _ PENELOPE RANDOLPH
WILLIAM F. GRACE, IR. - . _

PENSION COMMITTEE
HENRY A. DILLON, JR. - Chairperson

SIDNEY H. EVANS. IR. PATRICIA W. CAMPBELL .
NORMA E. GRACE WARREN J. LAWRENCE
- HOWARD E. NOLAND

‘MARVIN R. RUSSELL, JR.
PALMER & CAY CONSULTING GROUP, Actuary

COMMITTEE ON SEWERAGE AND WATER BOARD OPERATIONS
BENJAMIN L. EDWARDS - Chairperson

WILLIAM F. GRACE, JR. BARBARA LAMONT
| - PENELOPE RANDOLPH

PLUMBING CONFERENCE COMMITTEE
VACANT - Chairperson

JAMES J. ARONLD . JAMES C. FINLEY

RONNIE CROSBY G. JOSEPH SULLIVAN
BENJAMIN L. EDWARDS, SR. |
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THE SEWERAGE AND WATER BOARD OF NEW ORLEANS
DIVISION HEADS OF DEPUTY DIRECTOR
December 31, 2002

MARCIA A. ST. MARTIN
DEPUTY DIRECTOR

ADMINISTRATIVE SERVICES DIVISION
| Yacant |

ENVIRONMENTAL AFFAIRS DIVISION
Gordon C. Austin -

MANAGEMENT SERVICES DIVISION
Martin F. Comer, Jr.

PLANNING AND BUDGET DIVISION
- Lawrence J. Federico, Ir.

SUPPORT SERVICES DIVISION
Howard E. Noland
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THE SEWERAGE AND WATER BOARD OF NEW ORLEANS
DIVISION HEADS OF GENERAL SUPERINTENDENT
December 31, 2002

G. JOSEPH SULLIVAN
GENERAL SUPERINTENDENT

CHARLES G. McKINNEY |
DEPUTY GENERAL SUPERINTENDENT

ENGINEERING DIVISION
Rudolph S. St. Germain

FACILITY MAINTENANCE DIVISION
Glenn M. Semel

NETWORKS DIVISION
Enc M. Kelly

OPERATIONS DIVISION
| John R. Huerkamp

PLUMBING DIVISION
James J. Arnold
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THE SEWERAGE AND WATER BOARD OF NEW ORLEANS
DEPARTMENT HEADS OF MANAGEMENT SERVICES DIRECTOR
December 31, 2002

MARTIN F. COMER, JR. |
MANAGEMENT SERVICES DIRECTOR

FINANCE ADMINISTRATION
Ethel H. Williams

INFORMATION SYSTEMS ADMINISTRATION
Sue D. Mitchell

PERSONNEL ADMINISTRATION
Kevin F. Walsh

PURCHASING ADMINISTRATION
Willie M. Mingo Jr.

REVENUE AND CUSTOMER SERVICES ADMINISTRATION
Carol W. Warren
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repairs to sewer and water linas and fire hydranis each year. The City is divided
into six work zones, with each zone's team responsibie for maintenance and
repair in iis designated area.

Smoke tests to detect leaks in the sewer system are being conducted through-
out the City as part of the S&WEB's Sswer System Evaluation and Rehabilita-
Hion Program (8SERP). The naws media helps notify cilizens that tesis are
baeing conductad in their neighborhoods.
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Postlethwaite & Netterville

A Protessional Accaunting Corporatian
Associated Offices in Principal Cities of the United States

=& Certified Public Accountants

INDEPENDENT AUDITORS' REPORT

Members of the Board |
Sewerage and Water Board of New Orleans:

 We have audited the basic financial statements of the Sewerage and Water Board of New Orleans
as of and for the vears ended December 31, 2002 and 2001, as listed in the table of contents.
These basic financial statements are the responsibility of the Board's management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America and Government Aucditing Standards issued by the Comptroller General of the
United States. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis. evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the basic financial statements referred to above present fairly, in all matenal
respects, the financial position of the Sewerage and Water Board of New Orleans as of December
31, 2002 and 2001, and the results of its operations and its cash flows for the years ended in
conformity with accounting principles generally accepted in the United States of America.

As discussed in note 1 to the financial statements, the Sewerage and Water Board of New Orleans
adopted the provisions of Governmental Accounting Standards Board Statement No. 34 — Basic
Financial Statements — and Management's Discussion and Analysis — for State and Local
Governments, and Government Accounting Standards Board Statement No. 33 —Accounting and
Financial Reporting for Non-Exchange Transactions n 2002.

The Management’s Discussion and Analysis and the Schedules of Funding Progress and
Emplover Contributions as listed on the accompanying table of contents, are not a required part of
the basic financial statements but are supplementary information required by the Governmental

Accounting Standards Board. We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and presentation
of the supplementary information. However, we did not audit the information and express no

opInion on it.
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In accordance with Government Auditing Standards, we have also issued a report, dated April 9,
2003, on our consideration of the Board's internal control over financial reporting and our tests of
its compliance with certain provisions of laws, regulations, contracts and grants. That report 1s an
integral part of an audit performed in accordance with Government Auditing Standards and
should be read in conjunction with this report in considering the results of our audits.

Our audits were made for the purpose of forming an opinion on the 2002 and 2001 basic financial
statements of the Board taken as a whole. The accompanying information included in Schedules 1
through 6 1s presented for purposes of additional analysis and is not a required part of the basic
financial statements. Such information has been subjected to the auditing procedures applied 1n
the audits of the basic financial statements and, in our opinion, is fairly stated, in all matenal
respects, in relation to the basic financial statements taken as a whole.

The Statistical Information and Supplemental Information sections as listed in the table of
contents are also presented for purposes of additional analysis and are not a required part of the
basic financial statements of the Board. Such additional information has not been subjected to the
audrting procedures applied in the audit of the basic financial statements, and accordingly, we

€Xpress no opinion on it.

(6l hrdl v Jiguitth Lo 3 dawraton LLP

New Orleans, Louisiana
April 9, 2003
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Sewerage & Water Board of New Orleans
Management’s Discussion and Analysis
Year Ended December 31, 2002

This section of the Sewerage & Water Board of New Orleans’ (the Board) annual financial report presents
a discussion and analysis of the Boards financial performance during the fiscal year that ended December
31. 2002. Please read it in conjunction with the Board’s financial statements, which follow this section,

FINANCIAL HIGHLIGHTS

Enterprise Fund

The major highlights in the Board's enterprise fund were as follows:

+  The Board’s additions to its major systems totaled $114.2 million.

» - The SELA project which is a major upgrade to the drainage system by the Corps of Engineers
continued during 2002; $28,914,829 of additions to work 1n progress were recorded during the

year.

s The Board issued three bond issues during 2002 totaling $111.000,000; the proceeds of each 1ssue
are to be used to fund capital projects in the water, sewerage and drainage departments.

o Capital contributions by others to finance construction of the Board’s capital assets totaled $35.8

mtilion.
Pension Trust Fund

The major highlight in the Board’s pensic:il trust fund was the continued weakness in the public securities
market and the resulting depreciation of $21.0 million 1in the market value of the investments held by the

plan during 2002.

OVERVIEW OF THE FINANCIAL STATEMENTS

This financial report consists of five parts: management’s discussion and analysis (this section), the
financial statements, the notes to the financial stateménts, required supplementary information, and other

supplementary information.
Government-wide Financial Statements — Entei"prise Fund

The Board’s principal activities of providing water, sewerage, and drainages services are accounted for in
a single proprietary fund — the enterprise fund. Enterprise funds are used to report business activities.
Since the enterprise fund is the Board’s single activity, its financial statements are presented as the

Board’s government-wide financial statements.

The financial statements provide both long-term and short-term information about the Board’s overall
financial status. The financial statements also include notes that explain some of the information in the
financial statements and provide more detailed data. The statements are followed by a sections of
required supplementary information and other supplementary information that further explain and support

the information in the financial statements.



The Board's financial statements are prepared on an accrual basis in conformity with accounting
principles gencrally accepted in the United States of America (GAAP) as applied to government units.
Under this basis of accounting, revenues are recognized in the period in which they are eamed. expenses
are recognized in the period m which they are incurred, and depreciation of assets 1s recogiuized 1n the
Statements of Revenues, Expenses. and Changes in Net Assets, All assets and liabilities associated with
the operation of the Authority are included in the Statements of Net Assets.

The Statement of Net Assets reports the Board's net assets. Net assets-the difference between the Board's
assets and liabilitics-are one way to measure the Board's financial health or position. The increase in the
Board's net assets duning 2002 1s an indicator of its positive financial health.

Fund Financial Statements — Pension Trust Fund

The Board’s fund financial statements consist of its pension trust fund. As a fiduciary fund, the pension -
trust fund is held for the benefit of employees and retirees of the Board. The penston trust fund 15 not
reflected 1n the government wide financials because the resources are not available to the Board for its

activiies. The accounting for the pension trust fund 1s much like that used by the enterprise fund.

FINANCIAL ANALYSIS OF THE BOARD’S

ENTERPRISE FUND

Net Assets

The Board’s total assets at December 31, 2002 reached approximately $1,403 million, a 12.3% increase
over December 31, 2001 (see Table A-1). - |

" } . " Table A< — ]
Sewerage & Water Board of New Orleans
Net Assets
T B i 1 Increase | | Increase
2042 2001 (Decrease) (Decrease) |
ICurrent assets $ 286304631 [$ 29,563,959 |3 (913,496) -3.1%
Restricted assets 268,643 569 193,093,779 75,549,790 39.1%
Property, plant and equipment - net 1,097,145 242 1,017,483,087 79,662,155 7.8%
Other assets I - 8,766,332 9,858,297 (1,091,965) ~11.1%
Total assety $ 1,403,205,606 | i=$ 1,249.999,122 | | § 153,206,484 12.3%
Current labilities 3 71,643,566 $ 68,409,198 $ 3,234,368 - 4.7%
Long-term liabilities ' 264,347 671 161,167,429 103,180,242 64.0%
Tota) liabilities 335,991,237 229,576,627 | 106,414,610 46.4%
Net assets: | |
Invested in capital assets, net of related debt 067,763,496 948 808,901 18,954,595 2.0%L
Restricted 99,450,873 71,613,594 27,837,279 38.9%
Total net assets 1,067,214 369 1,020,422,495 46,791,874 4.6%
- Total liabilities and net assets 5 1,403,203,606 | J 1,249,999,122 nj 15@}6& 12.3%

I1-4
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The increase in total assets of the Board resulted primarily from a $75.5 million increase in restricted
assets at December 31, 2002 which resulted from a $46.6 million increase in construction funds on hand
from bond issues during 2002, a $22.9 million increase in capital projects funds on hand at 2002 which
were generated through bonds of the Board and other minor changes. Property plant and equipment
increased in 2002 by $79.7 million due to $114.2 million in construction funds expended less the annual
provision for depreciation of $34.5 million. Long-term liabilities increased by $103.2 million in 2002 as
compared to 2001 due primanly to the tssuance of $111.0 million in new bonds payable less normal
payments on funds payable existing at the beginning of the year.

Changes in Net Assets

Net assets at December 31, 2002 were approximately $46.8 million .or 11.4% less than at December 31,
2001. The Board’s total operating revenues increased by 5.0% to approximately $108.9 milhion, and total

operating expenses decreased 2.8% to approximately $137.1 mullion.

detailed in Table A-2; operating expenses are detailed in Table A-3.

The changes in net assets are

-

. o Table A-2 T
'E Sewerage & Water Board of New Orleans
‘Revenues , Expenses and Charnige in Net¢ Assets
. Increase Increase
2002 2001 (Decrease) (Decrease)
Qperating reverues:
Charges for services b 107,087,709 5 101,387,729 b 5,699,980 5.6%
Other 1,814,951 2.349,046 (534,095) 222.7%
Total operating revenues 108,902,660 103,736,775 5,165,885 5.0%
Operating expenses (Table A-3) 137,137,210 141,015,867 | _(3,878.657) -2.8%
Operating loss (28,234,550) (37,279.092) 9.044.542 -24,3%
Non-uﬁ&rating revenues:
Property taxes 36,831,327 38,032,608 (1,201,281) -3.2%
Other taxes 792,883 785,640 7.243 -4,0%
} Investment income 1,616,307 | 3,956,010 (2.339.703) -59.1%
i Total non-operating revenues 39,240,517 | 472.774,258 (3.533,741) -B.3%
Income before capital contributions 11,005,967 | 5,495,166 5,510,801 100.3%
|Capital cuntributiuhs 35,785,907 _47.291,828 (11,505.921) -24.3%
Change in net assets 46,791,874 52.786,994 (5,995,120) ~11.4%
Net assets, beginning of year 1,020,4232.435 1 | 967,635,501 _32.786.994 5.5%
Net assets, end of year h 1.067,214.369 5 1,020,422,495 ) 46,791 874 4,6%

Operating revenues increased pnmanly as a result of an increase in charges for service due to a sewerage
rate increase effective 2002 and water rate increase effective in July, 2001,

Capital revenue from federal grants and construction of Board property by other agencies decreased by

24.3% to $35.8 million.

construction of major drainage system improvements.

II-5
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Table A-3 “ __ _ _
Sewerage & Water Board of New Orleans
| Operating Expenses
Increase Increase

2002 2001 (Decrease} (Decrease)
Power and pumping §  16.255.368 S 19,886,007 $ (3,630,639 -18.3%
Treatment 15,515,582 15.749.585 (234.003) -1.5%
Transmission and distcibution 18.233.083 17,517,122 715,961 4.1%
Customer accounts 2,384,744 2.771.609 (386.8635) -14.0%
Customer service 2.731.763 2.687.794 - 43,969 1.6%0
Administration and general 14,463,064 14.593.405 (130.341) -0.9%
Payroli related 16,073,673 14,368,516 1,705,157 11.9%
Mantenance of general plant 10,020,846 9,824,994 195,852 2.0%
Deprectation 34,551,459 34,378,585 172,374 0.5%
Amortization 130.304 124,473 5,831 3.7%
Prowvision for doubtful accounts 1.842.938 1,661,267 181,691 10.9%
Provision for claims | 4,934,366 7,452.510 (2.518.144) -33.8%
i ‘Total operating expenses i 3 137137210 ’ $ 141015867 |§ (3.878.657) ‘ -2.3%.i

The decrease of $3.6 million or 18.3% in 2002 in power and pumping is primariily due to a decrease in the

price of natural gas purchased by the Board and in the price per kilowatt hour of purchased electricity as

cnmpared to 2001.
Payroll related expense increased by $1.7 million or 11.9% due to the increased pension expense.

Provisions for claims decreased by $2.5 million or 33.8% in 2002 as compared to 2001. Claims expense
varies due to the number and severity of the claims during any period. The decrease is due primarily due
to a decrease 1in the number of large dollar claims in 2002 as compared to 2001.

PENSTON TRUST FUND

Plan Net Assets

The Board’s total plan net assets of its pension trust fund at December 31, 2002 was approximately
$153.8 million, an 11.3% decrease over December 31, 2001 (see table A-4) Total assets decreased

10.8% to $156.1 million.

T T o o Table A4 )
Sewerage & Water Board of New Orleans
Plan Net Assets
| Tmreas& Increase |
| 2002 2001 (Decrease) (Decrease)
Cash $ 552943 | 18 78639 | |s 474,304 603.1%
Investments 154,481,539 173.695,202 (19.213.753) -11.1%
Other assets 1,114,019 1234994 | (120,975)  L9.8%
Total assets 156,148,501 175,008,925 (18.860.424)( |  -10.8%
e to funds 200,000 - 200 000 100.0%
DROP participant payable | 2.131,025 1,649,967 481,058 29 2%
Total liabilities 2331,025 1,649.967 681,058 413%
. - 0. |
Plan net assets $ 153,317,47.6 $ 173,353__95_8= S { 19.541 ,.4322 11.3%

11-6

Pram oy gy s =

Vs, oy



Plan net assets decreased by $19.5 or 11.3% in 2002 primarily due to realized and unrealized losses on

investments recognized in 2002.

Changes in Plan Net Assets

Plan net assets for the year ended December 31, 2002 decreased to approximately $153.8 million or

11.3% over December 31, 2001 (see Table A-3).

T T T T heas ” ~
Sewerage & Water Board of New Orleans
Chanege in Plan Net Assets
Increase Increase
2002 2001 (Decrease) (Decrease)
Additions:
Contributions S 4,020,608 \ 6,458.532 (2,437.924); -37.7%
Net [oss on investments (15.496,263) (1.709.327) (13,786,938) _806.6%
Total additions (11,475.657) 4,749,205 (16,224,862) -341.6%
Deductions:
Benefits (6,827,949) (6,634,821) (193,128) 2.9%
Employee refunds (220,932 (290,494) 69,562 -23.9%
Employee DROP contributions (1,016,944) (1.034,682) 17,738 -1.7%
Total deductions (8,065.825) (7,959.997) (105.828)) | 1.3%
Change in net assets (19,541,482) (3,210,792) (16,330,690) - 508.6%
Plan nat assets, beginning of year [73.358,958 176,569,750 (3,210,792} "’ -1.8%
. | i
Plan net assets, end of vear =_$__ 3;3»,81?,476 $ 173.358.958 3 19,541,482) ~11 ..3 Mo

“

Contributions to the pension plan decreased in 2002 as compared to 2001 due to a reduction in the
Board’s contnibution rate to the plan to 8% of covered payroll in 2002 from 16% of covered payroll in

2001.

The decrease in the change in p]&n net assets of $19.5 million resulted from an increase in the net loss on
investments of $13.8 million, reduced by plan contributions of $2.4 million and increased benefits of §.2

milhion 1n 2002 as compared to 2001.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

As of December 31, 2002, the Board had invested approximately $1.6 billion in capital assets. Net of
accumulated depreciation, the Board’s net capital assets at December 31, 2002 totaled approximately $1.1
billions. This amount represents a net increase (including additions and disposals, net of depreciation) of
approximately $79.7 million or 7.8% over December 31, 2001. Detailed changes 1s provided in footnote

4 to the financial statements.

At December .31, 2002, the Board's budget for its five-year capital improvements program totaled
$1,196.903,000 mncluding $274,946,000 for water, $406,219,000 for sewerage and $515,738,000 for



drainage. Due to certain regulatory and legislative changes, additional capital tmprovements will
probably be required. Future capital tmprovement program expenditures may require the issuance of
additional debt depending on the amount and timing of expenditures. As of December 31, 2002, the
Board has committed or appropniated $96,788,416 1 investments for use in future capital projects and has
$132,983,127 of bond proceeds remaining for construction. The capital project investments are included
1n restricted assets.

The capital improvements budget for 2003 1s $268,299.000. including $86.647,000 in projects, which is
to fund the federal grants and programs. The Board continues significant construction projects in its
water, sewerage, and drainage systems as follows:

Southeast Louisiana Flood Control Program
Sewer System Sanitation Evaluation and Rehabilitation Program
Dramage Pumping Station #1
'Eastbank Sewer Treatment Plant-
Westbank Sewer Treatment Plant

Debt Administration

The Board continues to make its regularly scheduled payments on its bonds. During 2002, $111,000,000
in new bonds were issued by the Board. Net proceeds of the bond issues are to be used for construction.

During 2002, $6,735,000 in principal payments were made,
All bond debt covenants have been met.

Additional detailed information relating to capital assets and debt is presented in the financial statements
and related notes.

ECONOMIC FACTORS AND RATES

The Board continues to explore creative measures to reduce cost of service while improving customer
services and care for the environment. During 2002 the Board raised potable water rates by 12%. The
rate adjustment was the first smce April 1990. Due to the compliance factors mandated by the 1998
consent decree, the Board recommended and received a 15% sewerage system rate adjustment in
November 2002. The Board is requesting sewerage system rate adjustments of 15% in 2003, 15% in
2004, 14% 1n 2005 and, 14% in 2006. The Board is recommending a system of long-term municipal
bonds and short-term bond anticipation notes. Due to market conditions, long-term interest rates remain
favorable. The Board developed two pilot bottled water projects and is exploring the sale of bottled
water. The Board continues to invest in upgrading its power production plant. Through the generation of
power the Board has been able to deliver water and drainage services to its customers during periods
when commercial power has been unavailable.

CONTACTING THE BOARD’S FINANCIAL MANAGEMENT

This financial report is designed to provide our bondholders, patrons, and other interested parties with a |
general overview of the Board’s finances and to demonstrate the Board’s accountability for the money 1t
receives. If you have questions about this report or need additional financial information, contact the

Sewerage & Water Board of New Orleans at (504) 585-2356.
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SEWERAGE AND WATER BOARD OF NEW ORLEANS

STATEMENTS OF NET ASSETS

December 31, 2002 and 2001

e L e |

2002 2001
ASSETS
Property, plant and equipment. 11,576,704,951 g 1,464,843,626
Less: accumulated depreciation 479,559,709 447,362,539
Property, plant and equipment, net 1,097,145,242 1,017,483,087
Restricted assets:
Capital projects 96,788,416 73,904,543
Construction funds 132,983,127 86,345,814
Debt service reserve 19,424,365 - 14,597,376
Customer deposits 5,137,096 | 5,579,473
Health insurance reserve 9 000,000 9.000,000
Debt service 5,098,565 3,454,568
Other 212,000 212,000
Total restricted assets 268,643,569 193,093,779
Current assets: |
Cash | 4.387,750 2.948,437
Accounts receivable: _
Customers (net of allowance for doubtful accounts) 10,795,677 11,533,632
Taxes 3,943,592 5,391,875
Interest 242 225 488,388
Grants 965,551 214,529
Miscellaneous 815.444 1,245,677
Due from City of New Orleans, current 200,000 200,000
Due from other fund 200,000 -
Inventory of supphes 6,570,193 6,869,065
Prepaid expenses 530,031 672,356
Total current assets 28 650,463 29,563,959
Due from City of New Orleans, less current portion 790,428 "898 586
Other assets:
Bond 1ssue costs 1,593,034 1,073,541
Deposits 51,315 51,315
Net pension asset - 6,331,555 7.834,855
Total other assets 7.975,904 8959711

Total assets | ©$ 1403205606 $ _ 1249,999,122

rl

(Continued)
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SEWERAGE AND WATER BOARD OF NEW ORLEANS

STATEMENTS OF NET ASSETS

(Continued)
2002 2001
NET ASSETS AND LIABILITIES |
Net Assets: | _ |
Invested in capital assets - net of related debt i 067,763,496 $ - 948,808,901
Restricted For: |
Debt service 23,291,960 17,405,879
Capital projects - 76.158 913 ' 54,207171 5
Total restricted for net assets | - 99 450,873 71,613,594
Total net assets | 1,067,214,369 1,020,422 495
Liabilities:
Long-term liabilities: _
Claims payable 11,352,798 12,882,429
Bonds payable (net of current maturnties) | 252,994.873 - 148,285,000
264,347,671 161,167,429
Current liabilities (payable from current assets): ..
Accounts payable | 14,485,982 | - 17,473,006
Due to City of New Orleans 25,658 231,636
Retainers and estimates payable 923,038 533,278
Due to pension trust fund 79,958 23,272
Accrued salanies - 1,341,891 - 1,316,709
Accrued vacation and sick pay 9,621,649 9,711,873
Claims payable - | | 26,305,507 22,881,841
Other liabilities 5,756 33,439
52,789,499 - 52,205,054
Current liabilities (payable from restricted assets):
Accrued interest - 1,294,598 701,678
B:_::nds payable 9.370,000 6,735,000
Retainers and estirnates payable 3,052,373 3,187,993
Customer deposits | 5,137,096 5,579,473
18,854,067 16,204,144
Total current liabilities - 71,643,566 | 68,409,198
Total Habilities 335,991,237 229,576,627
Total net assets and habalities 3 1,403.203,606 $ = 1,249.999.122

See accompanying notes to financial statements.
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SEWERAGE AND WATER BOARD OF NEW ORLEANS
STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

For the years ended December 31, 2002 and 2001

e e

End of year

See accompanying notes to financial statements.
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$  1,067,214369

2002 o 2001
Operating revenues:
Sales of water and delinquent tees $ 53,413,048 5 51,871,210
Sewerage service charges 53,455,291 49,302,683
Plumbing inspection and license fees 219,370 | 213,836
Other revenue _ 1,814,951 2,349,046
Total revenues 108,902,660 103,736,775
Operating Expenses: |
Power and pumping 16,255,368 19,886,007
Treatment 15,515,582 15,749,585
Transmission and distnibution 18,233,083 17,517,122
Customer accounts 2,384,744 2,771,609
Customer service 2,731,763 2,687,794
Administration and general 14,463,064 14,593 405
Payroll related - 16,073,673 14,368 516
Maintenance of general plant 10,020,846 9,824,954
Depreciation 34,551,459 34,378,585
- Amortization 130,304 124 473
Provision for doubtful accounts 1,842,958 1,661,267
Provision for claims - 4,934,366 7,452,510
Total operating expenses 137,137,210 141,015,867
Operating 108s _(28,234,550) (37,279,092)
Non-operating revenues: |
Two-mtll tax | 5,058 10,726
Three-rmil! tax - 10,312,636 10,772,176
Six-mill tax 10,567,048 110,506,914
Nine-mill tax 15,946,585 16,342,792
Other taxes 792,883 785,640
Investment income | 1,616,307 | 3,956,010
Total non-operating revenues 39 240,517 42,774,258
Income before capital contributions 11,005,967 5,495,166
Capital contributions 357785907 47,291,828
Change in net assets 46,791,874 52,786,994
Net assets:
Beginning of year - 1,020,422.495  _ 967.635,50]

$ 1,020,422,495

— ﬁ




SEWERAGE AND WATER BOARD OF NEW ORLEANS

STATEMENTS OF CASH FLOWS
ENTERPRISE FUND

For the y.ears ended Decemiber 31, 2002 and 2001

Cash flows from operating activities
Cash received trom customers

Cash payments to suppliers for goods and services

Cash payments to employees for services

Other revenue

Net cash provided by (used in) operating activities

Cash flows from noncapital financing
activities - proceeds from property taxes

Cash flows from capital and related financing activities
Acquisition and construction of capital assets

Proceeds of bond 1ssue

Bond 1ssuance costs

Princtpal payments on bonds payable
Interest paid on bonds payable

Capital contributed by developers and federal grants

Net cash pmvided by (used in) capiial and related financing activities

Cash tlows from nvesting activities
 Payments for purchase of investments
Proceeds from maturities of investments
Investment income |

Net cash provided by (used in) investing activities

Net mcrease m cash

Cash at the begimning of the year

Cash at the end of the year

II-13

2002 2001
$§ 105557,358 $  100.672,724
(53.224,728) (57,329,098)
(46,664,094) (47,798,347)
2 464,554 2,349,046
8,133,090 _(2,105,675)
39,072,493  37,451284
(107,319,128) (82,197,537
114,079,873 32,720,000
(649,797) (200,000)
(6,735,000) (5,285,000)
(7,683,728) (6,600,151)
35034885 14422342
26727105 (47,140,346)
(472,959,848) (502,967,155)
450,168,616 506,181,234
_ 3498792 9,997,589
(19,292,440) 13,211,668
54,640,248 1,416,931
3,288,103 1.871,172
S 5798351 8 3288103
(Continued)



SEWERAGE AND WATER BOARD OF NEW ORLEANS

STATEMENTS OF CASH FLOWS
(Continued)
ENTERPRISE FUND

For the years ended December 31, 2002 and 2001

Reconciliation of cash and restricted cash (note 2)

Current assets - cash
Restricted assets ~-cash

Total cash

1n) operating activities is as foflows:
Operating loss

Reconcihiation of operating loss to net cash provided by (used

Adjustments to reconcile net operating loss to net cash

provided by (used in) operating activities:

Depreciation

Provision for claims

Provision for doubtful accounts
Amortization

Change in operating assets and liabilities:
Increase 1n customer and other receivable

(Increase) decrease in inventory
Decrease 1n prepaid expenses

(Increase) decrease i net pension asset

Increase (decrease) in accounts payable

Decrease mn accrued salarnies, due to pension
and accrued vacation and sick pay

Decrease 1 other liabilities

Net cash provided by (used in) operating activities

Noncash investing, capital and financing activities:

2002

$ 4387750

bl S

_53,540,60]
§ 57,928,351

$  (28,234,550)

2001

§ 2,948,437
339666
§ 3,288,103

$ (37,279,092)

34,551,459 34,378,585
4,934,366 7,452,510
1,842,958 1,661,267

130,304 124.473

(766,612) (1,410,979)
798.872 (612,926)

142,325 -

11,503,300 (1,686,845)
(2.987,024) 1,725,698
(8,316) (566,801)
~(3273,992) (5,891,565)
§  (2,105675)

§ 8133090

The acquisition and construction of capital assets and capital contributed by developers and federal
grants do not include non-cash amounts resulting from the construction by the U.S. Corps of Engineers
of $28,914,829 and $32,876,567 in drainage projects during the years ended December 31, 2002

and 2001, respectively.

In addition, the Board recognized unrealized Josses on investments in 2002 and 2001 of $356, 336

and $709,333, respectively.

See accompanying notes to financial statements.
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SEWERAGE AND WATER BOARD OF NEW ORLEANS

STATEMENTS OF PLAN NET ASSETS
PENSION TRUST FUND '

December 31, 2002 and 2001

L 2002 - 2001
Assets: | | | |
Cash | $ - 552,943 $ 78,639
Receivables: o | .
Investment 1ncome 994 (52 1.200,516
Employee contributions receivable 39969 11,206
Due from other fund | 79,998 23,272
Investments | | | _154.481.53% 173,695,292
Total assets ' 156148501  _ 175.008.925
Liabihities: -
Due to other fund | 200,000 -
DROP participants payable | 2,131,025 _1,649.967
Total liabilities o 2331025 1,649,967
Plan net assets available for pension benefits 5 153,817 476 $ 1 2,358,958

See accompanying notes to financial statements.
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SEWERAGE AND WATER BOARD OF NEW ORLEANS

STATEMENTS OF CHANGES IN PLAN NET ASSETS

" PENSION TRUST FUND

For the years ended December 31, 2002 and 2001

Additions:
Contributions:
Employee contributions
Employer contributions
City annuity and other transfers in
Total contributions |

[nvestment income:
Interest income
- Dividend income
Net depreciation
Less mvestment expense
Net loss on mvestments

Tntal additions

Deductions:
Benefits
Employee refunds
Employee contributions to DROP

Total deductions
Change in plan net assets -
Plan net assets at beginning of year

Plan net assets at end of year

See accompanying notes to financial statements.
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2002 2001
$ 1089543  $ 1,040,680
2.147.449 4,548,324
L 783.616 869.528
4,020,608 6.458.532
4,091,097 5.060,994
1,556,648 1,565,255
20.963,455) (8.254.471)
(15,315,710) (1.628,222)
(180.555) (81.105)
(15,496.265)  _ (1,709.327)
_ (11475.657) 4,749,205
(6.827,949) (6,634,821)
o (220,932) (290,494)
(1,016,944) (1,034,682)
(8,065,825 (7.959.997)
(19,541,482) (3,210,792)
173.358.958 176,569,750
$ 153817476 § 173,358,958
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SEWERAGE AND WATER BOARD OF NEW ORLEANS
NOTES TO FINANCIAL STATEMENTS

(1)

el .

Summary of Significant Accounting Policies

History and Organization

The major operation of the Sewerage and Water Board of New Orleans (the Board) is providing
water, sewerage and drainage services for the City of New Orleans (City). The Sewerage and Water
Board of New Orleans was created by Act 6 of the Louisiana Legislature of 1899 as a special board
independent of the City's government to construct, maintain and operate a water treatment and
distribution system and a public sanitary sewerage system for the City. In 1903, the Legislature
gave the Board control of and responsibility for the City's major drainage system and relieved the
City of the duty of providing in its annual operating budget or otherwise for the maintenance and

- operations of the water, sewerage and drainage systems.

In accordance with the Louisiana Revised Statutes (LRS) 33:4096 and 4121, the Board has the
authority to establish the water and sewerage rates to charge to its customers. The rates are based
on the actual water consumed and on the costs of maintenance and operation of the water and
sewerage systems, including the costs of mprovements and replacements. The collections of water
and sewerage revenues are to be used by the Board for the maintenance and operation of the systems,
the cost of improvements, betterments, and replacements, and to provide for the payments of interest
and principal on the bonds payable. The Board has also been given the authority to levy and collect
various tax millages which are used for the operation and maintenance of the drainage operations.
All excess revenues collected are made available for capital development of the system. The
proceeds of the rate collections and tax millages are invested in such investments as authorized by
the LRS. These investments are reflected in the combined statement of net assets, as "restricted

assets,” as they are restricted to the purposes as described above.

The Board is composed of thirteen members, including the Mayor of the City, the two
Councilmembers-at-Large, and one District Councilmember selected by the City Council, two
members of the Board of Liquidation and seven citizens appointed by the Mayor The appointed

members of the Board serve staggered nine year terms.

The Board's accounting policies conform to accounting principles generally accepted in the United
States of America as applicable to utilities and to governmental units. The follawmg 1S @ summary

of the more significant policies.

(A) Reporting Entity

In conformity with the Governmental Accounting Standards Board's definition of a reporting entify,
the Board includes an enterprise fund and a pension trust fund for financial reporting purposes. The
Board i1s considered a reporting entity based on the following criteria: |

(a) Responsibility for surpluses/deficits. The Board 1s solely responsible for its
- surpluses/deficits.  In accordance with Louisiana Revised Statutes, no other
governmental unit is responsible for the Board's deficits or has a claim to 1ts surpluses.
The Board’s operations are self-sustaining; revenues are generated through charges to
customers and dedicated property taxes. Other than grants, no funding 1s received

from the State of Louisiana or the City of New Orleans. |
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SEWERAGE AND WATER BOARD OF NEW ORLEANS

" NOTES TO FINANCIAL STATEMENTS
- (Continued) |

(1)

Summary of Significant Accountig Policies {contimied)

(b) Budget Approval. The Board is solely responsible for reviewing. approving and
revising its budget. |

(c)  Responsibility for Debt. The Louisiana Revised Statutes authorize the Board to issue
bonds: such bonds must bear on their face a statement that they do not constitute a
debt of the City. The Board is solely responsible for payments to the bondholders. No
other governmental unit is required by statute to make any payments to bondholders
nor have any payments to bondholders ever been made by any governmental unit,
except the Board. |

(d) Designation of Management. The Board controls the hinng of management and
employees. -

(¢} Special Financial Relationship. The Board has no special financial relationships with
any other governmental unit,

(f) Statutory Authority. The Board's statutory authority was created by the State of
Louisiana as an independent governmental unit. Only an amendment to state statutes

can change or abolish the Board's authority.

The Board 1s a stand-alone entity as defined by Govermmental Accounting Standards Board
Statement 14, The Financial Reporting Entity. The Board is a legally-separate governmenta
organization that does not have a separately elected governing body and does not meet the definition
of a component unit. As a result of a Louisiana Supreme Court decision on March 21, 1994, the
Board was declared to be an autonomous or self-governing legal entity, legally independent of the
city, state and other governments, created and organized pursuant to Louisiana Revised Statutes
33:4071 as a board, separate and independent of the governing authorities of the City and vested
with autonomous or self governing authority. No other government can mandate actions of the Board
nor impose specific financial burdens. The Board is fiscally independent to operate under its bond
covenant and the provisions of Louisiana Revised Statute provisions.

The City of New OUrleans includes the Board as a component unit in the City’s financial statements;
the Board considers itself a stand-alone entity and not includable in the City’s report.

(B) Change in Accounting and Financial Statement Presentation |

Change in Accounting

The Board adopted the provisions of Governmental Accounting Standards Board Statement No. 34 -
Basic Financial Statements - and Management's Discussion and Analysis — for State and Local
Governments (Statement 34), in 2002, effective January 1, 2001. Statement 34 establishes financial
reporting standards for all state and local governments and related entities. Statement 34 primanly
relates to presentation and disclosure requirements and had no impact on the net assets of the Board.
The statement requires a different presentation of net assets and the inclusion of
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SEWERAGE AND WATER BOARD OF NEW ORLEANS

NOTES TO FINANCIAL STATEMENTS
(Continued) |

ik,

(1)

I, ki i Sy

Summary of Significant Accounting Policies (continued)

management’s discussion and analysis. Amounts in the 2001 financial statements have been
reclassified to conform fo this presentation and net assets have been adjusted for contributed capital.

The Board also adopted Government Accounting Standards Board Statement No. 33 - Accounting
end Financial Reporting for Non-Exchange Transactions. For the Board, the principal effect of
this change in accounting principle results in the recognition of derived tax revenues from property
taxes on the accrual basis of accounting. The change in accounting was accounted for by a
retroactive restatement of prior periods. Net assets and property taxes receivable at December 31,

2000 were increased by $3,390,552. For 2001, net assets increased by $1.308, 132 and property

taxes receivable mcreased by 34,698, 684,

The Board’s basic financial statements consist of the government-wide statements which include the
proprietary fund (the enterprise fund) and the fund financial statements which includes the fiduciary
fund (the pension trust fund). The operations of the Board are accounted for in the following fund

types;

Proprietary Fund Type

The proprietary fund is used to account for the Board’s ongoing operations and activities which are

similar to those often found in the private sector. The proprietary fund is accounted for using a flow
of economic resources measurement focus. With this measurement focus, all assets and all hiabilities
associated with the operation of these funds are included on the statement of net assets. Net assets
are segregated mto amounts invested in capital assets (net of related debt), restricted for debt service,
restricted for capital projects and unrestricted. The Board’s restricted assets are expandable for their
purposes. The Board utilizes available restricted assets before utilizing unrestricted assets. The
operating statements present mcreases (revenues) and decreases {expenses) in net assets. The Board
maintains one proprictary fund type ~ the enterprise fund. The enterprise fund is used to account for
operations (a) that are financed and operated in a manner similar to private business enterprises--
where the intent of the governing body is that the cost (expenses, including depreciation) of providing

~goods or services to the general public on a continuing basis be financed or recovered primarily

through user charges; or (b) where the governing body has decided that periodic determination of
revenues earned, expenses incurred, and/or net income is appropriate for capital maintenance. The
presentation of the financial statements of the enterprise fund follows the format recommended by

the National Association of Regulatory Utility Cormmissioners (NARUC).

The statement of net assets arrangement for a utility reflects the relative importance of the various
accounts. "Property, plant and equipment" is the first major category on the asset side, and long-term
capitalization categories of net assets are listed first on the lability side. Current assets and current
habilities are assigned a relatively less important position in the center of the statement of net assets,
rather than being placed first as in the statement of net assets of commercial and industrial

enterprises.
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'SEWERAGE AND WATER BOARD OF NEW ORLEANS

NOTES TO FINANCIAL STATEMENTS
(Continued)

(1)

i -

Summary of Sientficant Accounting Polictes {continugd)

Operating revenues include all charges for service; other revenues include reconnection fees and
other miscellaneous charges. Operating expenses include the costs associated with providing water,
sewerage and drainage services. Interest mcome, mterest expense and tax revenues are presented

non-operating items.

“The enterprise fund is presented in the government-wide financial statements.

Fiduciary Fund Type

The fiduciary fund 1s used to account for assets held by the Board in a trustec capacity or as an

agent for individuals, private organizations, other governmental units and/or other funds. The Board

maintains one fiduciary fund type - the pension trust fund. The pension trust fund uses the flow of
economic resources measurement focus. All assets and labilities associated with the operation of
this fund are included in the statement of plan net assets. The pension trust fund 1s used to account

for the activity of the Board's employee retirement plan.
The pension trust fund is presented in the fund financial statements.

The Board applies all applicable FASB pronmncements issued on or before November 30, 1989 n
accounting for its enterpnise fund and pension trust fund opera.tmns unless those pronouncements

conflict with or contradict GASB pronouncements

(C) Basis of Accounting

The enterprise fund and the pension trust fund prepare their financial statements on the accrual basis
of accounting. Unbilled utility service charges are not recorded as management considers the effect
of not recording such unbilled receivables as not material. Property taxes are recorded as revenue in
the year for which they are levied. Plan member contributions are recognized in the period m which
contributions are due. Employer contributions to the pension plan are recognized when due and the
employer has made a commitment to provide the contributions. Benefits and refunds are recognized

when due and are payable in accordance with the terms of the plan.

(D) Investments

Investments are reported at fair value, except for short-term investments (maturity of one year or
less) which are reported at amortized cost, which approximates fair value. Securities traded in a
national or international exchange are valued at the last reported sales price at current exchange

 rates. Investments that do not have an established market are reported at estimated fair value.

'(E) Irm":n1:0-11;r of Supphes

Inventory of supplies is stated at the lower of cost or market. Cost is determined by the first-in, first-
out method.
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SEWERAGE AND WATER BOARD OF NEW ORLEANS

NOTES TO FINANCIAL STATEMENTS
(Coutinuf:d_) |

(1)

- - S —— ——

Summary of Significant Accounting Policies (continued)

(F) Property, Plant and Equipment -

Property, plant and equipment are carried at historical cost. The Board capitalizes moveable

- equpment with a value of $10,000 or greater, stationary, network and other equipment with a value

of $5.000 or greater, and all real estate. The cost of additions includes contracted work, direct labor,

‘materials and allocable cost. Donated fixed assets are recorded at their estimated fair value at the

date of donation. | | |
Interest 1s capitalized on fixed assets acquired and/or constructed with tax exempt debt. Depreciation

1s computed using the straight-line methed over the estimated useful life of the asset. When assets
are retired or otherwise disposed of, the cost and related accumulated depreciation are removed from
the accounts and any resulting gain or loss 1s recognized tn revenue for the period. The cost of
maintenance and repairs is charged to operations as mcurred and significant renewals and
betterments are capitalized. Deduction 1s made for retirements resulting from renewals or

betterments.

(G) Vacétion and Sick Pay

Vacation (annual leave) and sick pay (sick leave) are accrued when earned. Annual leave is accrued
at the rate of .6923 of a workday for each bi-weekly accrual period for all employees on the payroll
as of December 31, 1978. Employees hired after that date earn leave at a rate of .5 of a workday per

bi-weekly pay period.

All employees on the payroll as of December 31, 1978 receive three bonus days each year; all
employees hired after that date receive three bonus days each year for five through nine calendar
years of continuous service; six bonus days each year for ten through fourteen years; nine bonus
days each year for fifteen through nineteen years; and, twelve days for twenty or more years of
continuous service. Civil Service's pohicy permits employees a limited amount of earned but unused
annual leave which will be paid to employees upon separation from the Board. The amount shall not
exceed ninety days for employees hired before January 1, 1979, and forty-five days for employees

hired after December 31, 1978.

Sick leave is accumulated on a bi-weekly basis by all employees hired prior to December 3 1, 1978 at
an accrual rate of .923 of a workday. For employees hired subsequent to December 31, 1978, the

~accrual rate i1s .5 of a workday for each bi-weekly period, plus a two day bonus each year for

employees with six through fifteen calendar years of continuous service, and seven bonus days each
year for employees with sixteen or more calendar years of continuous service.

Upon separation from the Board, an employee can elect to convert unused sick leave for retirement
credits or cash. The conversion to cash is determined by a rate ranging from one day of pay for five

| days of leave for the 1st through 100th leave day to one day of pay for one day of leave for all days

in excess of the 400th leave day. The total liability for uncenverted sick leave as December 31,
2002 and 2001 is approximately $12,484,000 and $12,621,000, respectively. The amount included
in the statements of net assets as of December 31, 2002 and 2001 is $9,621,649 and $9,711,873,
respectively, which represents the annual leave and the converted sick leave since virtually all

employees convert their sick leave to cash. The amounts for compensated absences
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SEWERAGE AND WATER BOARD OF NEW ORLEANS

NOTES TO FINANCIAL STATEMENTS
| (Continued)

———. n = i

(1)

. -

Summary of Siﬂniﬁcan't'Accountin Policies (continued

include the salary cost as well as certain salary related costs, such as the Board's share of social
SECUTIty EXpense,

(HY  Pension

The Board funds the accrued pension cost for its contributory pension plan which covers
substantially all employees. Annual costs are actuanally computed using the entry age normal cost
method. | |

(D Drainage System

- In 1903, the Legislature gave the Board control of and reSptjnSibility for the City's drainage system.

The Drainage System was established as a department of the enterprise fund to account for the
revenues from three-mill, six-mill and nine-mill ad valorem taxes designated exclusively for drainage
services. These revenues have been supplemented by inspection and license fees collected by the
Board. There exists a potential for additional financing by additional user service charges.
Expenditures from the system are for the debt service of three-mill, six-mill and nine-mull tax bonds
and drainage related operation, maintenance and construction.

() Self-Insurance/Risk Management

The Board is self-insured for general hability, worker's compensation, unemployment compensation
and hospitalization benefits and claims. The accrued liability for the various types of claims
represents an estimate by management of the eventual loss on the claims arising prior to year-end,
including claims incurred and not yet reported including estimates of both future payments of losses
and related claims adjustment and expense. Estimated expenses and recoveries are based on a case

by case review.

(K) Capital Contributions

Contributions from developers and others, and receipts of Federal, State and City grants for
acquisition of property, plant and equipment are recorded as a capital contributions in the statement

of revenues, expenses and changes in net assets.

(L) - Bond Issue Cost and Refinancing Gains (Losses)

Costs related to issuing bonds are capitalized and amortized based upon the methods used to
approximate the interest method over the life of the bonds. Beginning with fiscal years in 1994 and
thereafter, gains and losses associated with refundings and advance refundings are being deterred
and amortized based upon the methods used to approximate the interest method over the life of the
new bonds or the remaining term on any refunded bond, whichever is shorter. Premiums associated
with bond 1ssues are amortized over the interest yield method. |
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SEWERAGE AND WATER BOARD OF NEW ORLEANS

NOTES TO FINANCIAL STATEMENTS
| (Continued) |

(1) Summary of Significant Accounting Policies (continued)

(M)  Cash Flows

For purposes of the statement of cash flows, only cash on hand and on deposit at financial
institutions are considered to be cash equivalents. Certificates of deposits, treasury bills and other

securities are considered investments.

(2) Cash and Investments

The following are the components of the Board's cash and investments as of December 31

Unrestricted Restricted Total
2002
Enterprise Fund: |
Cash and money market funds  $ 4387750 $ 53,540,601 § 57928351
Certificates of deposit - 113,635,187 113,635,187
- 4.387.730 167,175,788 171,263,538
~Investments - 101,467,781 101,467,781
$ 4,387,750 $ 268,643,569 § 273031319
2001
Enterprise Fund: | | |
Cash $ 2.948 437 $§ = 339,666 § 3,288,103
Certificates of deposit - 129,357,457 129.357.457
- 2.948 437 129,697,123 132,645,560
Investments - 63,396,636 63,396,636
§ 2948437 $ 193,093,779 § 196,042,216
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Cash and Investments (continued)

The composttion and carrying value of investments is as follows:

- 2002 2001 Category
Enterprise Fund:
U.S. Government Secunities and |
Instrumentalities ' § 101467781 § 63,396,656 2
Pension Trust Fund: - -
Money Market 5 9670116 § 6,789,816 -
Cormporate Bonds 45,278 455 29 786,439 2
U.S. Government Securities and - | 2
instrumentalities 32,933 600 45 068,322
Foreign Obligations - 1,248,965 2
Equities - | 66,599 368 00,657 308 2

§ 154481539 $ 173695292

Cash and Certificates of Deposit - At December 31, 2002, the bank balances of the Board's cash
totaled $5,803.065, money market funds held by an agent totaled $53,540,601, and certificates of
deposit totaled $113,635,187. Statues require that the Board’s cash and certificates of deposit be
covered bv federal depository insurance or collateral. Of the cash bank balance, $391,419 is
covered by federal depository insurance. At December 31, 2001, the bank balances of the Board's
cash totaled 35,150,639 and certificates of deposit totaled $129,357,457. Of the cash bank balance,
$604,702 1s covered by federal depository insurance. The remaining amount of the Board's cash
bank balances and all certificates of deposit for 2002 and 2001 were covered by collateral held by
custodial agents of the financial institutions in the name of the Board. Money market funds held by
the Board’s agent were not collateralized and/or insured as of December 31, 2002 or 2001.

Investments - Statutes authorize the Board to invest in obligations of the U.S. Treasury, agencies,
and nstrumentalities, commercial paper rated A-l1 by Standard & Poors Corporation or P-1 by
Moody's Commercial Paper Record, bankers' acceptances and repurchase agreements. In addition,
the pension trust fund is authorized to invest in corporate bonds rated A or better by Standard &
Poors Corporation or AAA or better by Moody's Investors Service, and equity securities.

The Board's mvestments at December 31, 2002 and 2001 are categorized above to give an indication
of the level of nisk assumed by the Board at year-end. Category 1 includes investments that are
insured or registered or securities which are held by the Board or its agents in the Board's name.
Category 2 includes uninsured and unregistered investments with the secunties held by the
counterparty's trust department or agent in the Board's name. Category 3 includes uninsured and
unregistered investments where the securities are held by the counterparty or by its trust department

or agent but not in the Board's name.
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(3)

Cash and Investments (continued)

Under the provisions of its benefit plan and state law, the Board’s pension benefit trust engages n
securities leading to broker dealers and other entities for cash collateral that will be returned for the
same securities in the future. The cash collateral cannot be liquidated by the Board unless the

- borrower defaults. Cash collateral 1s initially pledged at 102% of the market value of securities ient

and additional collateral is provided by the next business day if the value falls to less than 100% of
the market value of the secunties lent. No collateral exposure existed as of December 31, 2002 and
2001. The value of secunties lent at December 31, 2002 and 2001 was $20,076,000 and
$13.257.000. ‘The market value of the cash collateral at December 31, 2002 and 2001 was
$20.669,000 and $13,933,049. All securities lent were classified as Category 2 custodial nisk. |

Defined Benefit Pension Plan

The Board has a single-employer contributory retirement plan covering all full-time employees, the
Pension Trust Fund (PTF). The Board's payroll for current employees covered by PTF for the years
ended December 31, 2002 and 2001 was $28,886,538 and $28.855,551, respectively; such amounts
exclude overtime and standby payroll. Total payroll, including overtime and standby payroll, was
$34,997.924 and $35,357,068 for the years ended December 31, 2002 and 200] respectively. At

December 31, the PTF membership consisted of:

2002 _ 2001
Retirees and beneficiaries currently recetving benetits and
terminated employees entitled to benefits but not yet |
receiving them | 598 584
Current employees:
Vested - 993 793
Nonvested | 131 381
. | o L,124 1,174
Total - 1,722 1,758

The benefit provisions were established by action of the Board in 1956 in accordance with Louisiana
statutes. The Board retains exclusive control over the plan through the Pension Committee of the
PTF. Effective January 1, 1996, the plan became qualified under Intemal Revenue Code Section

401(a) and thus 1s tax exempt.

The plan provides for retirement benefits as well as death and disability benefits. All benefits vest
after ten years of service. Employees who retire at or afier age sixty-two with ten years of credited
service are entitled to an annual retirement benefit, payable biweekly for life, in an amount equal to
two percent of their average compensation for each year of credited service up to ten years,
increasing by (1) one-half percent per year for service years over ten years, (2) an additional one-half
percent per year for service years over twenty years and (3) an additional one percent per year for
service years over thirty years, for a maximum of four percent for each year of credited service.
Average compensation i1s the average annual eamed compensation (prior to 2002, less $1,200) for
the period of thirty-six successive months of service during which the employee's compensation was
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Defined Benefit Peﬁsion Plan ( cdntinued)

the highest. Employees with thirty years or more of credited service may retire without a reduction
in benefits. Employees may retire prior to age sixty-two without thirty years of service with a
reduction in benefits of three perceént for each year of age below the age of sixty-two. If an
employee leaves covered employment or dies before three years of credited service, the
accumulated employee contributions plus related investment eammgs are refunded to the

 employee or designated beneficiary.

The retirement allowance for retirees over age sixty-five is subject to a cost of living adjustment
each January I, provided that the member retired on or after January 1, 1984. The adjustment 1s
based on the increase in the Consumer Price Index for all urban wage earners published by the
U.S. Department of Labor, but is limited to an annual maximum of two percent on the first
$10,000 of initial retirement benefits. |

Effective September 23, 1993, employers may transfer credit between the Board's plan and the

City of New Orleans retirement system with full credit for vested service. The Board and its

employees are obligated under plan provisions to make all required contributions to the plan. The
required contributions are actuarially determined. Level percentage of payroll employer
contribution rates is determined using the entry age normal actuarial funding method. Employees
are required to contribute four percent of their regular salaries or wages.

The Board had attained full funding of the actuarially computed pension liability in 2000.
Effective June 19, 2002, however, as a result of the adoption of several plan changes in accordance
with the Board’s reciprocity agreement with the City of New Orleans, the plan became unfunded.
These changes impacted the plan’s funding requirements by $20,333,835, which is being
amortized over a 10 year period. Key changes adopted included: (a) amendment to benefit
formula; (b) adoption of a “Rule of 80” retirement; (¢) change in the years of service required for a
terminating employee to qualify for a later separation benefit from 10 years to 5 years; and (d)
elimination of the exclusion of the first $1,200 of earnings form benefits and contributions. |

The annual required contribution for the current year was determined as part of the December 31,
2002 actuarial valuation using the entry age normal cost method. The actuarial assumptions
included (a) 7.0% investment rate of return (net of administrative expenses) and (b) projected
salary increase of 5.0% per year. Both (a) and (b) included an inflation component of 2.0%. The
actuarial value of assets was determined using a seven-year weighted market average.

I1-235



SEWERAGE AND WATER BOARD OF NEW ORLEANS

NOTES TO FINANCIAL STATEMENTS
(Continued)

g

)

—

Defined Benefit Pension Plan (continued)

The Board s net pension asset for the years ended December 31 was as follows:

2002 2001

Annual required contribution | | $ 3,190,707 § -
Interest on net pension obligation (548.,440) (430,361)
Adjustments to annual required contnbution 1,088,480  3.291 840
Annual pension cost | | 3,730,747 2,861,479
Contributions made - 2,227 447 4,548,324
Increase (decrease) in net penston asset - (1,50_3,300) 1.686 845
Net pension asset, beginning of year 7.834 855 6,148,010
Net pension asset, end of year $ 6331555 § 75834355

The net pension asset 1s being amortized over 11 years as of December 31, 20_02, using the level
dollar closed method and using the same interest, salary increase and inflation factors as the plan.

Trend mformation for Board and employee contrnibutions is as follows:

Annual Percentage of Net
Pension APC Pension
Cost (APC)  Contributed Asset
Fiscal year ending:
December 31, 2002 $ 3730747 8$7% § 6.331,555
December 31, 2001 5 2,861,479 195% § 7.834.855
December 31, 2000 $ 1,721,759 316% $ 6,148,010

The actuarially determined contribution requirement for the Board was 15.76 percent through 2001
and 8% through 2002; the requirement for employees is 4.0 percent. The actnal Board’s and
employees’ contributions (including contributions for transferred employees from other pension

plans) for years ended December 31 were as follows:

. . 2002 | 2001
Employer and other transfers § 2,931,065 $ 35,417.852
Employee 1,086,543 1,040,680
Total Contributions - § 4,020608  § 6,458,532
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Defined Benefit Pensioﬁ Plan (continued)

DROP

Beginning in 1996, the Board offered employees a “Deferred Retirement Option Plan" (DROP), an
optional retirement program which allows an employee to elect to freeze his or her retirement
benefits, but continue to work and draw a salary for a minimum period of one year to a maxunum
pertod of five years. While continuing employment, the retirement benefits are segregated from |
overall plan assets avatlable to other participants. As of December 31, 2002 and 2001, 56 and 72
employees, respectively, participated in the plan. The amount of plan assets segregated for these
individuals was $2,131,025 and $1,649,967 as of December 31, 2002 and 2001, respectively. |

A separate report on the pension trust fund is not issued.

Property, Plant and Equipment

The useful lives of property, plant and equipment cdnsisted of the fc}llowing:'

Pumping station buildings | 57 years
Pumping station machinery | | 40 years
Canals and subsurface drains | 75 to 100 years
Power transmission | | o 50 years
General plan items | - 12 years
General buildings | 25 years
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Property. Plant and Equipment {continued)

| Prdpé'rt}-', plant and equipment consisted of the following as of December 31

. 2002
Beginning Ending
Balance Additions Deletions Balance
Reul estate nghts, non
depreciable $ 8.572 900 - - 8,572,900
Power and pumping stanons ~ |
buildings | 192,245,612 6,634,843 - 198,880,455
Power and pumping stations -
machinery 228, 888.362 {B.068 228.906 . 430
Distribution systems 118,926 916 84.077 51,171 118,959 822
Sewerage collection 166,129,147 - 1,551,495 164,577,652
Canals and subsurface dramnage 211,453,483 1.163 - 211,454,648
Treatment plants 112,967,536 7.921 - 112,975 457
Connections and meters 40.451.522 1.562.240 486355 41,527 407
Power transmission | 25,584 (83 - - 25,584,083
General plant 188,629,150 331,531 265,224 188,695,457
General buildings 3277481 - . 8277481
Total in service 1,303,126,194 8,639,843 2.354.245 1,309,411,792
Construction in progress 161,719,432 114,213,570 8.639,843 267,293,159
Total 1.464 845 626 122,853,413 10,994,088 1.576,704.951
Accumlated depreciation 447 362,539 34,551,415 2.354,245 479,559,709
Net $__ 1017483087 % 88,301,998 $ 8,639,843 §  1,097,145.242
2001
Beginning Ending
Balance Additions Deletions Balance
Real estate rights, non - .
depreciable - 5 7,354,576 § 1,218.324 § - 8.572,900
Power and pumping stations,
buildings | 167,065,095 25,180,517 - 192,245,612
Power and pumping stations,
machinery - 220,431,638 8.456,724 - 228 888362
Distribution systems 108,722,113 10,356,013 151,210 118,926,916
Sewerage collection 125,765,173 41.746277 1,393,303 166,118,147
Canals and subsurface drainage 200.128.562 11,324,923 - 211,453,485
Treatment plants 97.0352.632 15,914,904 - 112.967,536
Connections and meters 36.046.593 4,555,082 150,133 40,451,522
Power transmission 24 576,308 1.009,245 1,470 25,584,083
General plant 148,156,632 40,747.500 263,982 188,640,150
General butldings _6.881.214 2.396,267 - 0277481
Total in service 1,142.180.336 162,905,776 1,960.118 1.303.126,194
Construction in progress 205992 397 118,632,811 162.905.776 161,719,432
T ot 1,348.172,933 281,538 387 164 863,894 1.464.845,626
Accumlated depreciation 414 950.619 34.372.038 1.960,118 447.362.33Y
Net g 933222 314 247,166,549 | 162,905,7'?? 1 1.017.483,087
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(4) .Pmpert}-'. Plant and Eqmpment (continued)

Interest capitalized was as follows for the years ended December 31

- _ 2002 2001
Interest income $ 1,636,322 § 4.249 491
Interest expense | (8.276.048) (6,627,163)

Net interest capitalized $  (6.640.326) § (2,377.677)

(3)  Customer Recelvables

Customer receivables as of December 31 consist of the following:

Allowance
Customer for Doubtful
| ~ Accounts Accounts - Net
2002 Water 3 9,006,727 $ 2704386 $ 6,302,341
Sewer 6,445,204 1,951,868 4.493.336

§ 15451931 '$ 46356254 $ 10,795,677

AE——— e ———

2001 Water §  9.171.584 § 2196033 $ 6,975,551
Sewer 6,196,233 1.638.152 4.558.08]1
§ 15367817 $  3.834185 § 11,533632

(6) Due from the City of New Orleans

In accordance with the terms of an agreement with the City of New Orleans, the Board and the City
agreed to offset $2,098,687 (net of unearned discount $285,696) owed by the City to the Board at
the rate of $200,000 annually in lieu of civil service charges through 2009. As of December 31,
2002 and 2001, $990.428 and $1,098.586, respectively, was due from the City of New OUrleans.

(7) Bonds Pavyable

Bonds payable consisted of the following as of December 31

Principal Balances
2002 2001

7.00% water revenue bonds, series 1986 (initial
average interest cost 6.73%), due in an annual

principal installment of $500,000; final payment due
December 1, 2003 $ 500,000 $ 965,000

5.00% to 6.25% sewerage revenue bonds, series 1997
(initial average interest cost 5.36%), due n annual

principal installments ranging from $1,100,000 to |
$2.4235.000; final payment due June 1, 2017 25,435,000 26,465,000
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Bonds Pa}'abie (continued)

>.15% dramnage system bonds, series 1994 (average
interest cost 5.06%). due in an annual principal
installment $1,140,000; final payment due Nwember

1, 2003

4.1253% to 6.125% water revenue bonds, series 1998
(imtial average mterest cost 4.82%), due in annual
principal final payment due final payment due

- $625,000 to $1,220,000; final payment due December

1.2018

4.125% to 6.000% sewer revenue bonds, series 1998
(initial average nterest cost 4.82%), due in annual
principal installments ranging from $950,000 to
$1,910.000; final payment due June 1, 2018

4.10% to 6.10% drainage system bonds, series 1998
(iitial average nterest cost 4.84%), due in annual

principal installments ranging from $370,000  to

$760,000; final payment due December 1, 2018

5.25% to 6.50% sewer revenue bonds, series 2000 |
(initial average interest cost 5.48%), due in annual
principal installments ranging from $820,000 to

$2 205.0600; final payment due june I, 2020

 5.00% to 7.00% SEWEr revenue bﬂnd_s, series 2000B

(inttial average interest cost 5.43%). due in annual
principal installments ranging from $640,000 to
$1,660,000; final payment due June 1, 2020

440% to 6.70% sewer revenue bonds, sertes 2001

(initial average mterest cost 5.02%), due in annual
principal installments ranging from $1.100.000 to
$2.455,000; final payment due December 1, 2021

3.00% to 5.00% water revenue bonds, series 2002 (initial
average Interest cost 4.57%, due in annual principal
installments ranging from $945,000 to $3,658,000; ﬁnal
payment due December 1, 2022.
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2001

2002

1,140,000 §

14,080,000

22.000,000

8.690,000

23,300,000

19,350,000

131,790,000

34,000,000

2.220.000

14,665,000

22,915,000

9,045,000

26,070,000

19,955,000

32,720,000
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(D) Bonds Payable {continued)

Principal Balances

2002 2001
3.00% to 5.00% sewerage service revenue bonds, series | |
2002 (initial average interest cost 4.36%; due in annual
principal installments ranging from $1,635,000 to -
$4,520,000; final payment due June 1, 2022, $§ 57,000,000 $ -
3.45% to 6.00% drainage system bonds, series 2002
(initial average interest cost 4.46%), due in annual
principal installments ranging from $510,000 to | |
$2,ISS,OOO; final payment due December 1, 2022. 20,000,000 -
| | 259.285.000 155,020,000
- Plus bond premiums | | . 3,079,873 - -
 Total 262,364,873 155,020,000
Less current maturities 9,370,000 6.735,000
 Bond payable, long-term § 252994873 $_ 148285000
The changes in long-term debt were as follows:
2002 2001

Balance, beginning of year $ 155,020,000 3 127,585,000'

~ Issuances 111,000,000 132,720,000
Payments | (6,735.000) (5,285.,000)
Balance, end of year $ 259,285,000 § 155.020.000

The annual requirements to amortize all bonds payable as of December 31, 2002, are as follows:

Year _ Principal Interest - Total
2003 $ 9370,000 $§ - 13,176,180 % 22.546.180
2004 9.075,000 12,252.995 21.327.995
2005 0545000 11,781,510 21326510
2006 10,060,000 11,281,927 21341927
2007 10,605,000 10,787,962 21,392,962
2008-2012 62.000,000 45,743,557 107,743,557
2013-2017 79.660.000 28.584 803 108.244.803
- 2018-2022 68,970,000 8,261,758 77.231,758
Total $ 239285000 - § 141,870.692 $ 401,153,692
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Bonds Pavable (continued)

The amount of revenue bonds and tax bonds pavable as of December 3 1, 2002. are as follows:

Revenue |

Year Bonds Tax Bonds Total

2002 A 7,330,000 § 2,020,000 3 9.370,6G00
2003 8,150,000 925,000 9,075,000
2004 8,580,000 965,000 9 545,000
2005 9,045,000 1,015,000 10,060,000
2006 19,535,000 1,070,000 10,605,000
2007-2011 55,795,000 6,205,000 - 62,000,000
2012-2016 71,860,000 7.800,000 79_660,000
2017-2021 59,140,000 9.830.,000 68,970,000
Total § 229455000 3 29.830.000 % 259,285,000

The mdentures under which these bonds were 1ssued provide for the establishment of restricted funds for

~ debt service as follows:

{. Debt service funds are required for the payment of interest and principal on the revenue and tax
bonds. Monthly deposits on revenue bonds are required to be made into this fund from operations in
an amount equal to 1/6 of the intergst falling due on the next interest payment date, and an amount
equal to 1/12 of the principal falling due on the next principal payment date. All debt service funds
are administered by the Board of Liquidation. The required amount to be accumulated in this fund. -
was $2,234,935 and $2,091,524 at December 31, 2002 and 2001, respectively; the accumulated
balance at December 31, 2002 and 2001 was $5,098,565 and $3,454,568, respectively.

2. A debt service reserve is required for an amount equal to but not less than fifty percent of the amount
required to be credited in said month to the debt service fund until there shall be accumulated n the
debt service reserve account the largest amount required in any future calendar year to pay the
principal and interest on outstanding bonds, except for the water, sewer and 1986 drainage 9 mill tax
bonds. The water, sewer and 1986 drainage 9 mill tax bonds require an amount equal to the largest
amount required tn any future calendar year to pay the principal of and interest on outstanding bonds.
There is no debt service reserve required for the 1994 drainage 6 mill and 1998 dratnage 9 mill tax
bonds. The required amount to be accumulated in this fund was $19,424.365 and $14.597.376 at
December 31, 2002 and 2001, respectively; the accumulated balance at December 31, 2002 and

2001 was $19,424.365 and $14,597376, respectively.

The net operating revenues of the Water Department and the Sewerage Department of the Board for
the vear ended December 31, 2002 were adequate to meet the bond indenture required debt service
coverage of 130 percent. The Board is in compliance with the requirements of its long-term debt

agreements at December 31, 2002, |

1-32



SEWERAGE AND WATER BOARD OF NEW ORLEANS

NOTES TO FINANCIAL STATEMENTS
(Continued)

ul

(8)

(9)

(10)

(11)

o e b . E———

Bonds Pavable (continugd)

The statutory hmit of tax bonds at December 31 2002, 15 $86,000,000 prowdlng a debt margin for
tax bonds of $36,170,000. |

Bond Reﬁnanbirg |

In AugUst 1986, the Board defeased water and sewer bonds. The amount of defeased water revenue
bonds remaining outstanding as of December 31, 2002 and 2001 was $420 000 and $875,000,

respectively.

Due to City of New Orleans

The Board bills and collects sanitation charges on behalf of the City of New Orleans (City). The
Board 1s_not liable for any uncollected sanitation charges. The amount due the City for sanitation
fees collected was $25,658 and $231,636 at December 31, 2002 and 2001, respectively.

Pro-perty' Taxes

Property taxes are levied by the City of New Orleans. Taxes on real and personal property attach as
an enforceable lien on the property as of January 1. Taxes are levied on January 1, are pavable on
January 1, and are delinquent on February 1. |

The assessed value of the property i1s determuned by an elected Board of Assessors. The assessed
value for 2002 was $1,776,168,628. The combined tax rate dedicated for the Board for the years
ended December 31, 2002 and 2001 was $22.59 per $1,000 of assessed valuation. These dedicated
funds are available for operations, maintenance, construction and extension of the drainage system

(except for subsurface systems).

Commitments

a. Capital Improvements

At December 31, 2002, the Board's budget for its five year capital improvements program totaled
$1,196,903,000 including $274,946,000 for water, $$406,219,000 for sewerage and $315,738,000
for drainage. Due to certain regulatory and legislative changes, additional capital improvements will
probably be required. Future capital improvement program expenditures may require the issuance of
additional debt depending on the amount and timing of expenditures. As of December 31, 2002, the
Board has committed or appropriated $96,788. 416 in investments for use in future capital projects
and has $132,983,127 of bond proceeds remaining for construction. The capital project investments

are included in restricted assets.

The capital improvements budget for 2003 is $268:299;000, including $86,647.000 for projects,
which are expected to be funded by federal grants and programs. Significant projects included in
property, plant and equipment in progress as of December 31, 2002 include the following:
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Commitments {continued}

Southeast Louisiana Flood Control Program
Sewer System Sanitation Evaluation and Rehabilitation Program
Drainage Pumping Station #1
Eastbank Sewer Treatment Plant
Westbank Sewer Treatment Plant

b. Self-insurance

The Board is self-insured for general liability, worker's compensation, and hospitalization benefits
and claims. Settled claims have not exceeded excess coverage in any of the past three fiscal years.

Hospitalization benefits are charged to payroll related expense.

General liability claims are segregated internally by "claims" and "suits” depending on the scope and
type of claim, and are handled by the Office of the Special Counsel and Administrative Services.
Individual general liability losses have ranged from $100 to $7,500,000, illustrating the volatility of
this exposure. The provision for claims e\.pense for 2002 and 2001 amounted to $1,070,514 and

$4,982,174, respectively.

Worker's compensation expense prowsmn for 2002 and 2001 amounted to $3,863,852 and
$2.470,336, respectively.

The hospitalization self-insurance benefits are administered by Blue Cross of Louisiana. The
Board's expense provision in excess of emplovee contributions for 2002 and 2061 was
approximately $8,800,000 and $7,700,000 respectively, and is included in payroll related eXpenses.

Changes in the claims payable amount are as follows (health payments are reflected net):

Current Year
Claims and
Beginning of  Estimate Change Claim
Fiscal Year | Year Payments End of Year
2002 $ 35,764,270 14,142,725 12,248,690 37,658,305

2001 $ 34,038,890 15,152,510 13,427,130 35,764,270
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Comumitments (continued)

The composttion of claims payable is as follows:

2002 2001

Short-term: | | |
Workers' Compensation $ 1,279.728 $ 1,004,364
Health Insurance 2,097,360 1,714,091
General Liability | 22,928,419 20,163,186
Total short-term’ - | 26.305.507 22 881,841
Long-term: |
Workers' Compensation . 6,852,798 6,182,430
General Liability 4,500,000 ~ 6.699.999
Total long-term 11,352,798 12,882 429
Total ' | ' $ 37.658.305 $ 35,764,270
c. Regulatory Matters

The Board, as well as other utilities, is subject to environmental standards imposed by federal, state
and local environmental laws and regulations. The Board has entered into a consent decree with the
United States which allows the Board to go forward with its major program to repair and rehabilitate
the sewerage system while drawing on a $100 million commitment from the United States. The
Board expended $29,845,171 and $27,413,314 of the commitment at December 31, 2002 and 2001,
respectively. The overall costs of the program are estimated at $5 93 milhion over a period ending in
2010, |

The Board is also participating in Federal financial award programs which are subject to financial
and compliance audits by various agencies. No disallowed costs have been identified. -As part of
Federal and other governmental agency funding, the Board is required to match a portion of funding
received. The Board believes it has sufficient funds to meet its matching requirements.

d. Postemployment Healthcare Benefits

In addition to providing pension benefits, the Board provides certain health care benefits for retired
employees In accordance with its pension plan provisions. All of the Board's employees may become
chigible for those benefits if they reach normal retirement age while working for the Board. The cost
of retiree health care is recognized when incurred including an estimate for the amount incurred but
not yet reported. For 2002 and 2001, the costs incurred by the Board for those benefits were -

-approximately $2,953,00]1 and $2,895.306, respectively, net of retiree contributions of $188,983

and $188,878, respectively. The number of participants eligible to receive health care benefits was
688 and 634 as of December 31, 2002 and 2001, respectively.
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Deterred Compensation Plan

The Board offers its employees a deferred compensation plan created in accordance with Internal
Revenue Code Section 457, This plan, available to all emplovees, permits them to defer a portion of
their salary until future years. The deferred compensation i1s not available to employees until
terrmunation, retirement, death, or unforeseeable emergency. All amounts of compensation deferred
under the plan, all property, and rights purchased with those amounts, and all income attrnibutable to
those amounts, property or rights are held in trust for the employees, therefore the assets of the plan
are not included in these financial statements.

Budgets

Operating and capital expenditure budgets are adopted by the Board on a basis consistent with
accounting principles generally accepted in the United States. While not legally required, this
budgetary information is employed as a management control device during the year. Comparison
between actual and budgeted expenses is not a required presentation for an Enterprise Fund.

Seement Information

The Board issued revenue bonds to finance its water and sewerage departments which operate the
Board's water and sewerage treatment plants and distribution and collection systems. These bonds
are accounted for in a single fund; however, investors 1n the revenue bonds rely solely on the revenue
generated by the idividual activities for repayment. Summary financial information for these

‘departments as of and for the year ended December 31 is as follows:

andeg sed Statements of Net Assets

Water Sewer
2002 2001 2002 2001
. (amounts i thousands)
Assets;
Property, plant and equipment § 235,817 § 237021 § 377,533 $§ 343,299
Restricted assets | 57,827 27.596 127,048 05,994
Current | 15,262 14,629 7,738 - 7,605
Other assets 3,856 4.490 3,212 3475
Total assets § 312762 § 283736 $ 515531 § 450,373
= —————tr— e
Net assets:
Invested in capital assets, - . ' ' |
net of related debt 5 196,733 § 224315 § 288367 § 282,907
Restricted 37483 13.900 21.337 12.386
Total net assets 234216 238215 309,704 295293
Liabilities: '
Current 21.501 19,588 16.446 19281
Current lialities payable from '
restricted assets 6.691 7.059 9,982 7.630
Noncurrent iiabilities 50.354 18874  _ 179.399 128.169
‘Total habilities - 78.546 45 52} - 205,827 155,080
Total Liabilities and net assets 5 312762 & 283736 § 515531 § 450373
_ e i— sotsummem S —— T Smhomammmwe——mm
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Segment Information (continued)

Condensed Statements of Revenues, Expenses and Changes in Net Agsets

Water Sewer
2002 2001 20022001
(amounts in thousands)
Service charges, pledged 5 $ 5 $
against bonds 54 441 53.069 53.584 49.709
Depreciation expense (13,046) (12.943) (10.824) (10.872)
Other cperating expenses (47.044) {48.899) {32.126) (36.694)
Operating income (5.649) (8.773) 10.634 2.143
Nonoperating revenues: |
Investment earnings - 477 - 716 654 -
Other 354 350 439 436
Capital contributions 1.296 208 2,622 8.735
Change 1n net assets (3,999) (7.038) 14,411 11.968
Beginntng net assets 238215 245253 295.253 283.325
Ending nct asset S 25716 S 2215 s 300,704 S 205293
Condensed Statements of Cash Flows |
Water Sewer.
___2002 2001 2002 2001
(amounts m thousands)
Net cash provided by (used in): |
Operating activities $ 8,447 $ (3,095 § 17459 § 19346
Noncapital financing activities 354 350 429 436
Capttal and related financing
activities | 22,372 (13,622) 11,166 (15,902)
Investing activities (30,359 16,470 23,998  (2,829)
Net mncrease 814 103 53,052 1,031
- Cash and cash equivalents: | |
Beginning of year 1,019 016 1.672 621
End of year | $ 1,833 3 1,019 % 54,724 § 1,672
v e B ———— ]

ubsequent Event

In April 1999, the Sewerage and Water Board adopted a resolution authorizing its advisors to
develop a plan for the managed competition procurement of the Water and Sewer Systems Sthe
“Procurement Plan”), including provisions for its scope, time-line, evaluation and procedures. Under
the Procurement Plan, all private proposers and the employees of Sewerage and Water Board |
submitted in September 2001 to the Financial Advisory Team alternative proposals for both
management only and the management, operations and maintenance through a combined Request for
Qualifications/Request for Proposals (RFQ/RFP) process. In December 2001, the Board 1ssued a
final Request for Proposals. On February 13, 2002, the Sewerage and Water Board received
proposals from three bidders who were responding to its final Request. Additionally, an election was
held on March 2. 2002, which authorized an amendment to the City Charter to require prior
approval by a majority of the electorate of any decision to enter into any contract(s) in excess of
$5.000,000 relating to the privatization of any management of the Sewerage and Water Board.
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Subsequent Event (continued)

[n September 2002, the Sewerage and Water Board met with three bidders and heard oral
presentations regarding their proposals. On October 16, 2002. the Sewerage and Water Board met
and voted 1n a six to five vote (with two members absent) to reject all proposals submitted with
respect to the Procurement Plan. February., 2003 the Sewerage and Water Board adopted 